The goodwill represents the future economic benefits arising from the assets that are not capable of being individually identified nor separately recognized and includes: the custom, the rights in the goodwill, the reputation of business product, the trademark and other intangible elements. Due to the different aspects of the elements that compose it, the assessment of the goodwill implies remarkable difficulties.The problem of recognising or not the goodwill in the asset of financial reports has generated the biggest controversies. The solutions presented in the international referential generated a reconciliation of the theoretical vision and of the accounting treatment of the goodwill offering more transparency to the operations of business combinations as regards the shareholders and social partners as well as the subsequent treatment of the expenses with this intangible asset on the financial results of the societies.The goodwill represents the future economic benefits arising from the assets that are not capable of being individually identified and separately recognized and includes: the custom, the rights in the goodwill, reputation of business product, the trademark and other intangible elements. Due to different aspects of the elements that compose it, the assessment of the goodwill implies remarkable difficulties.The problem that rises the most controversies is whether goodwill is really an asset in the full sense of the word. The specialists opinions are far of being considered convergent.
Introduction
The goodwill is approached by the International Financing Reporting Standard IFRS 3 Business combinations and is defined as the unidentified part paid by a purchaser with the occasion of a business combination. The objective of IFRS 3 is to increase the relevance, the reliability, and the comparable character of the information that an entity provides in its balance sheets about a business combination and its effects. The Standard sets principles and dispositions regarding the way the purchaser: recognises and evaluates in his balance sheets the identifiable assets achieved the assumed debts and any other liabilities that do not control in the purchased entity recognises and evaluates the goodwill acquired through the business combination selects the information that should be presented to allow the users of the balance sheets to evaluate the nature and the financial effects of the business combination. The goodwill represents the future economic benefits arising from the assets that are not capable of being individually identified nor separately recognized and includes: the custom, the rights in the goodwill, the reputation of business product, the trademark and other intangible elements. Due to the different aspects of the elements that compose it, the assessment of the goodwill implies remarkable difficulties. The goodwill is approached by the International Financing Reporting Standard IFRS 3 Business combinations and it is defined as the unidentified part paid by a purchaser with the occasion of a business combination.
2. Approaches regarding the goodwill from the accounting, fiscal, legal and audit perspective a.)Accounting and fiscal approach The goodwill is calculated only after the purchasing of a company as a difference between the purchasing cost and the value of the assets of the company which appears in the corresponding accounts. So the goodwill is a residual value. From an accounting and fiscal point of view we mention the following particularities:
the goodwill is not subject to amortization in general; but if it is noticed an irreversible devaluation, it is amortized (it is deducted from its initial value); the expenses for the making up of the goodwill are not fiscal deductible. b.) Legal approach The purchasing of companies and of businesses has raised many juridical problems concerning the transfer of the goodwill from seller to buyer. This transfer is difficult to be stipulated in the purchasing contract because some elements of the goodwill remain bound to the business (location, reputation, products, competition, employees) and other elements remain to the seller consisting in his personal qualities (management, relation with the clients and with the authority (etc). In general the seller commits through contract to not develop the same business in that region and to not attract his previous clients and employees. However nobody can stop those to follow their employer in other region or business.
c.) Audit approach The auditors are physical or juridical persons authorized to evaluate a company or a business when is needed. The approach of the auditors is the most synthetic and pragmatic one producing a new concept: market value added (MVA). MVA is the difference between the market value of a company and the cumulated value of the which liquidities are invested to generate future superior revenues. According to the principle of prudence the goodwill is not to be booked in the ledgers if it was not purchase separately but was only created and developed during the normal activities of the company. Operating in this way, we obtain a reliable assessment base. The value of the goodwill is superior to the value of its separated elements. Moreover some of these elements exist only connected to the whole activity of the company. Sometimes the goodwill is taken as this added value and it is named overvalue, purchasing value and the Anglo-Saxon word goodwill. The goodwill can be calculated as the difference between the business value or the purchasing cost and the value of the assets of the company which appear in the corresponding accounts. Relevant in this regard may be the value of the investments in intangible assets as information network, advertising, promotion, software and a favourable commercial location. These assets are not in general directly evaluated; however there are methods of evaluation as Discounted Cash Flow Method (DCF) and other methods which calculate their value through the profit that they generate. In present, one of the main objectives of purchasing of companies is the acquisition of some of their intangible assets which do not appear in their balance sheet as brand name, quality of the research staff, the distribution network, the philosophy of the management, the audience of the company between its clients.
The accounting in asset will be made at the level of the total amount of the surplus will be booked as an asset although some of the components of this surplus (called goodwill) are not assets as such; although some of its components are not assets as such. So, the goodwill which is measured as a residual sum comprises elements which could be in the following way: a) some of them constitutes the core goodwill, namely intangible assets purchased which cannot be identified as other intangible assets than goodwill , for example human capital; b) other elements are part of the goodwill because of the method of calculation, for example: over evaluated purchase cost or assets and liabilities which were not be booked at their true value in the consolidated balance sheet (assets and liabilities related to the deferred taxes or liabilities related to the employees), while the purchased cost reflects the true and fair value of the respective assets and liabilities.
Controversies regarding the recognition of the goodwill
The problem that rises the most controversies is whether goodwill is really an asset in the full sense of the word. The specialists opinions are far of being considered convergent. Some authors consider that it cannot be considered and recognized as an asset as long referential, it is not separable and it is identified as a rest. On the other side, in the international opinion an asset represents a resource controlled by the entity resulted from previous operations which generates future benefits. Goodwill generates future economic benefits because it has the ability to create together with other assets cash flows and the entity controls these advantages.
Another argument for recognizing the goodwill is the fact that it cannot be assessed reliably only in the case of groups of entities. So, the goodwill meets the criteria to be recognized as asset at the moment of purchasing a society but not after this operation.
We consider that difficulties may also appear in the case of some tangible assets for which there is no active market.
Controversies regarding goodwill depreciation
If the goodwill is recognized as asset, the problem that arises is if it depreciates in time. The accounting theory and practice suggest the following solutions:
Maintaining goodwill as an asset without any amortisation Offsetting the goodwill against the equity. Capitalization of the goodwill and making provisions for it, in case that the acquired assets have depreciated The capitalisation of the goodwill and its depreciation Maintaining goodwill as an asset without any amortisation Some experts sustain that the value of the goodwill does not decrease in time, but on the contrary it maintains its value or even grows along its economic life. Supposing that in the patrimony of the society there are only liquid assets and ownership equities to facilitate the understanding of the cases presented. As a result, at the end of the fiscal year 2011 the consolidated balance sheet is the following: Table 1 . The patrimony of the society A Colette C. and Richard J. consider that this solution cannot be accepted because the goodwill is a fictive asset which leads to the distortion of the net situation and of the results made by the society.
Offsetting the goodwill against the equity. According to this solution, a company accepts to pay an extra-price for acquiring the assets belonging to another company, when it is estimated that it will obtain future economic benefits. This solution is also disputed. The reason is the fact that it creates a false image of profitability, of 13.75% when in fact it is smaller in the case presented in example no 1, of 12,64%.Capitalization of the goodwill and making provisions for it, in case that the acquired assets have depreciated The capitalisation of the goodwill and its depreciation. Some specialists plead for the necessity of depreciating the goodwill, due to its own elements of economic nature. Therefore, the goodwill may contain intangible assets that support depreciation, and which are not separately identifiable, because their cost cannot be reliable determined. The un-amortisation of the goodwill cannot provide a precise image of the financial status and of the performances of the society.
The amortization of the goodwill significantly influences the disclosed financial results of the company. Consequently, most of the companies take advantage of all these ambiguities belonging to the various types and uncertainties of theoretical issues, in order to develop an opportunistic attitude that serves their own perspectives and targets.
Colette C. and Richard J. claim that the only rational solution is the depreciation of the goodwill during the investment period. This solution is illustrated in the table below: The utilisation of this solution has a result of 200 monetary units and a return of 4.6%, a different result from the previous examples.
We consider that the utilisation of a straight line system of depreciation can provide a false image because the goodwill is a special asset with a value that can be fixed for a period of time and in the following periods to record spectacular increases or decreases.
5. Study regarding the determination of the goodwill using the method of purchasing Goodwill will be booked at the amount equal with the difference between the purchasing cost and fair share of assets acquired and liabilities assumed. The international organism of normalization indicated that the goodwill should be integrally observed at assets because it is made mainly of the goodwill core and its booking as an asset will be more correct that its booking at expenses. The Financial Reporting Standard IAS 38 specifies that an entity should account each business combination applying the method of purchasing. The method of purchasing implies the following stages: identifying the acquirer and determining the acquisition date. Measure and recognise the value of the acquired identifiable assets, their debts and any other liabilities that do not control in the acquired entity .
ALFA Society purchases 80% from the assets of BETA unity for the sum of 1.600.000. BETA Society holds in its patrimony the following elements: The determination of the goodwill and the minority interest is illustrated in table below Case no.1. We acknowledge that the majority package was purchased for the sum of 1.600.000 lei. After drafting this study we observed that the value of the goodwill differs according to the resulted price after the direct negotiation between a purchaser and a determined seller.
After the initial booking, the positive goodwill should not be amortised, but it has to be the object of a depreciation test before the end of the acquisition exercise, and then the object of annual tests in case of some clues regarding the depreciation.
Conclusions:
The goodwill represents the future economic benefits arising from the assets that are not capable of being individually identified and separately recognized and includes: the custom, the rights in the goodwill, reputation of business product, the trademark and other intangible elements. Due to different aspects of the elements that compose it, the assessment of the goodwill implies remarkable difficulties.
The problem that rises the most controversies is whether goodwill is really an asset in the full sense of the word. The specialists opinions are far of being considered convergent.
The booking of the depreciation of the goodwill significantly affects the results. As a consequence, the societies take advantage of the ambiguity of the theoretical aspects and in the case there are cases of compensation for the managers, it is preferred a method that has no effect over the financial result or over the balance-sheet rates.
